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Professional Ethics of the CPA 
BY DORRIS C. MICHALSKE 
In-Charge Accountant, Cleveland Office 
Presented before the Cleveland Chapter of Ameri-
can Society of Women Accountants — May 1960 
AMONG THE MANY problems encountered by Certified Public Account-• ants are those concerning ethics. In professional relations with 
clients, with the public, and with other CPAs diverse situations arise 
about which the C P A might question the ethical propriety. Consider 
the following examples: 
• The examination of the financial statements of a client corpora-
tion has been completed. The report wil l be published in a 
week or so, and the C P A wonders if it would be improper to 
reveal the earnings as shown on the report to a close personal 
friend. 
• Being properly civic-minded, a C P A rendered services without 
charge to a nonprofit organization. In recognition of the free 
services, the organization proposes to put a free advertise-
ment of the CPA's firm in their bulletin. 
• A C P A who is an authority on declining-balance depreciation 
wrote an article on this subject. Included in the resume on 
the author's background was the name of the firm with which 
he is associated. 
• A prospective client is engaged in an income tax case. He is 
quoted a fee by the public accountant based on the results 
obtained in the tax case. 
• In a report on financial statements it was stated that sales and 
purchase data had not been checked, and that inventories had 
not been test-checked. The C P A wonders whether it would 
be proper to express the opinion that the financial statements 
present fairly the company's financial position and the results 
of operations. 
E T H I C A L STANDARDS 
PROFESSIONAL BACKGROUND 
Before suggesting an answer to these problems, a review of the 
history and nature of public accounting will help to explain why the 
C P A is concerned with following the ethical standards of his profes-
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sion. When public accounting was beginning to become a profession 
of recognized importance in the first part of the nineteenth century, 
the duties of the public accountants were mainly settling the affairs 
of bankrupt companies. Later, audits were required for permission 
to do business, and by 1879, in England, independent audits were 
required for banks. 
In the United States the first auditors were the English and 
Scottish Chartered Accountants sent here to keep an eye on the com-
panies in which the British had invested their money. Since auditing 
was the predominant service even back in the nineteenth century, the 
earliest ethical ideas related to auditing and to the concept of inde-
pendence of the accountant performing the audit. 
RULES OF CONDUCT 
Because of the need for a formal and written guide to professional 
conduct, these ethical ideas, over a period of years, were gathered 
together by the American Institute of Certified Public Accountants 
under the Rules of Professional Conduct. The Rules, now nineteen in 
number, are the basis of the rules of professional conduct of the state 
societies and of the state boards of accountancy. This discussion will 
not cover all of these rules, but wil l relate mainly to those governing 
the relations of the C P A with his clients and with the public. 
What can happen to a C P A if he violates one of the Rules of 
Professional Conduct? The American Institute of Certified Public 
Accountants is as important to the C P A as the Bar Association is to 
the lawyer and the American Medical Association is to the doctor. The 
by-laws of the Institute provide for a trial board which may warn, 
suspend, or expel a member who after a hearing is found guilty either 
of infringing any of the Rules of Professional Conduct or of any act 
discreditable to the profession; the state societies have similar pro-
visions. Although in some states a C P A may continue to practice even 
though he has lost his membership in the Institute, social pressure and 
the damage to his reputation are very strong deterrents. About thirty-
two states have boards of accountancy that can legally enforce the 
rules of professional conduct and can suspend or revoke the C P A 
certificate. Such penalty, of course, is even more serious since without 
his certificate, the C P A cannot practice his profession. 
A C P A may also lose his right to practice before government 
agencies. He may lose the right to represent his client before the 
Treasury Department for violation of any of the rules of practice of 
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the Department or for failure to conform to the ethical standards of 
the profession. The Securities and Exchange Commission may take 
disciplinary action by disqualifying or suspending a C P A from prac-
ticing before the Commission. 
What is the reason this special type of accountant—the C P A — 
requires a special code of ethics? A public accountant is somewhat 
different from a businessman. It is true that the accountant carries on 
his activities in the business world, but he is, in addition, a profes-
sional person, and as a member of a profession, is subject to these 
special ethical standards that do not necessarily restrict the actions of 
a businessman. He offers a service that only an independent public 
accountant can offer, and for this special privilege he also has certain 
responsibilities and restrictions. For instance, there is nothing in 
itself unethical about advertising, but it is unethical for the public 
accountant to advertise, just as it is for the doctor or the lawyer to do 
so; however, a qualification to this canon of ethics exists, in that pro-
fessional persons do in a sense advertise collectively through profes-
sional activities in the public interest, by which means all benefit by 
acquainting the community with the nature of their profession. 
Including the firm affiliation as part of the background as the 
author of a technical article is not considered unethical, however. 
Well-qualified members are encouraged, in the interests of the public 
and the profession, to write such articles. The author does have the 
responsibility to ascertain that the publisher keep within the bounds 
of professional dignity and that the publisher not make claims con-
cerning the author or his writing that are not factual or in good taste. 
According to Rule 9, professional service shall not be offered for 
a fee contingent on the findings or results of such service, because this 
might lead, in order to obtain a higher fee, either to short-cutting 
procedures or to be a biased result. The exception to this Rule is for 
cases relating to federal, state, or other taxes in which the findings 
are those of the tax authorities and not those of the accountant. 
Thus, the C P A in the fourth example (beginning of article) is not 
disregarding the rules of ethics when he sets a fee based on the results 
of a tax case. This type of fee is not common, however. The U . S. 
Treasury Department Circular 230, which relates to rules and regula-
tions governing the conduct of persons representing claimants before 
the Treasury Department, sets forth very stringent rules on contingent 
fees.1 
1 Treasury Department Circular No. 230 (Revised), Subpart A, Section 10.37(b). 
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PROFESSIONAL COMPETENCE 
Professional competence is the third quality expected of a member 
of a profession. One who has passed the comprehensive three-day 
examination held by the Institute and received the certificate already 
shows some degree of competence, but the C P A then is obliged to 
increase his knowledge, to keep up with new ideas and improved 
practices, by continuing his education throughout the length of his 
career. Although there is no specific rule on this, it would seem that 
here, too, consideration for the client should come first. A C P A must 
recognize that in this age of specialization he cannot be an expert in 
all branches of modern accounting. In a situation where an accountant 
feels that his client can be served best by a C P A who specializes in 
some particular field, such as systems installation, he may refer the 
client to the accountant who is specializing. Rule 18 protects the C P A 
by declaring it unethical for the member who receives the engagement 
by referral to take advantage of the situation by extending the engage-
ment without consulting the referring member. 
Rules 4 and 7 state that a practicing C P A cannot engage in any 
business incompatible with that of a public accountant, such as selling 
real estate, nor are any of his employees permitted to perform a service 
that the member himself is not allowed to perform. He may, for 
instance, hire an employee with a degree in law, but the Rules preclude 
the employee from practicing law. 
As for non-auditing services, although not all the Rules of Pro-
fessional Conduct can be applied, the C P A nevertheless is expected 
to call into play his professional training and standards of respon-
sibility. In tax practice, for instance, it is not expected that an audit 
of the client's records be made before a tax return can be prepared, 
but the C P A is relied upon to use a conscientious approach. 
The only formal ethical rules specifically applicable to the prepa-
ration of tax returns and to other matters related to Internal Revenue 
Service are those set forth in Treasury Department Circular 230. The 
CPA, as an enrolled agent, cannot merely prepare a return from the 
information given him by the client, but is required to use diligence 
in determining that the information is correct.2 If he discovers that 
a client has not complied with the law, has made an error, or has 
omitted information from a return, he must advise the client promptly ; 3 
and it is agreed that he should recommend to the client either that the 
2 Ibid. Subpart B., Sec. 10.24. 
3 Ibid. Sec. 10.23. 
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matter be brought to the attention of the tax authorities or, if there 
is the possibility criminal prosecution might result, that legal counsel 
be sought. The C P A himself is not required to inform the government 
of an improperly prepared return. In fact, as noted before, he cannot 
do so because of the confidential relation between himself and his 
client. If he believes, however, that there is any chicanery apparent, 
he has a right to refuse a client; probably any such unsound pro-
fessional relationship would be dropped. 
RÉSUMÉ 
In summary, then, without a code of ethics the public accounting 
profession as we know it now could not exist. The written code of 
ethics lets the public know that a professional person is voluntarily 
assuming an obligation of self-discipline; that beyond the require-
ments of law the public interest is put above self-interest. Based on 
the accumulated experiences of the past, the code of ethics guides the 
members of the profession in the type of behavior and service deserv-
ing the highest confidence of the many persons who depend on their 
work, including not only clients, but third parties too, for the C P A 
has a responsibility to both. 
PROFESSIONAL CHARACTERISTICS 
There are three characteristics that a member of any profession 
is expected to have—responsibility, a desire to serve the public, and 
professional competence. 
RESPONSIBILITY 
Ethical responsibility means both independence and integrity. 
Because investors, prospective purchasers, government regulatory 
agencies, and others rely on the accountants' opinion accompanying 
financial statements, guarding their reputation for independence is of 
prime importance to the members of the public accounting profession. 
A n audit would be meaningless if these persons—the investors and 
others—did not have the utmost confidence that the auditor had no 
connection with the company that might alter his judgment. The 
independent status of the auditor is the only protection of such persons 
and groups and it is of vital importance that no act be allowed on the 
part of the independent auditor that might raise a doubt concerning 
the veracity of the financial data necessary to run our system of free 
enterprise. 
Independence is an attitude of mind. Rules, alone, do not make 
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it, but they can help by guiding. A n accountant who has a financial 
interest in a client company might truly have an independent attitude 
during the audit, but an attitude alone is not sufficient since outsiders 
who read the report might naturally question whether or not it repre-
sented a biased opinion on the part of the accountant. To avoid any 
suspicion of bias, Rule 13 of the Rules of Professional Conduct states, 
" A member shall not express his opinion on financial statements of any 
enterprise financed in whole or in part by public distribution of securi-
ties, if he owns or is committed to acquire a financial interest in the 
enterprise which is substantial either in relation to its capital or to his 
own personal fortune, or if a member of his immediate family owns 
or is committed to acquire a substantial interest in the enterprise." If 
the statements are to be used as a basis of credit, and the securities are 
not publicly distributed, the Rule further states that he may issue an 
opinion, but that any financial interest must be disclosed in the report. 
Integrity means, in part, that a member shall not violate the 
confidential relationship between himself and his client. This is a 
provision of Rule 16. It is important that a client know that this 
relationship exists, and that information will not be divulged to his 
competitors through the auditor. It is not unusual for a large public 
accounting firm to specialize in auditing a certain type of industry, and 
the same firm may audit several competing companies. If the work 
were not kept confidential it would not be possible for this type of 
service to be rendered. Employees of public accounting firms are 
careful not to discuss clients' affairs in elevators, in restaurants, or in 
other public places where they might be overheard. Generally, not 
even the names of acounting firms' clients are revealed to outsiders 
except, of course, insofar as this is done through the accountants' 
opinion rendered on statements of companies whose securities are in 
the hands of the public. Thus it is obvious in the situation described 
at the beginning of this discussion that the C P A would be guilty of an 
unethical act if he revealed his client's earnings before the client him-
self made them public. 
Integrity also means that the independent accountant wil l not let 
himself be influenced in any way by the wishes of his client concern-
ing the accountant's opinion. The standard opinion says that the 
balance sheet and related statements of income and surplus present 
fairly the position of the company at a certain date and the results of 
its operations for the period then ended. However, the C P A must 
point out in the certificate, or opinion, any material departure from 
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generally accepted accounting principles or auditing procedures. And 
if his exceptions are so great that they negate his opinion, he should 
not express an opinion at all. The examination must be conducted in 
accordance with accepted auditing procedures irrespective of limita-
tions of time or fee made by the client. To issue an opinion the auditor 
has the professional duty of making an adequate examination. 
Thus, if an examination does not cover a material part of the 
financial statements—sales, purchases, and inventories as in the fifth 
example cited earlier—the C P A cannot properly give an opinion on 
them. Rule 5 covers this matter, in addition to other principles 
relating to disclosure of material facts. 
Rule 12 forbids a member to allow his name to be used in con-
junction with estimated earnings and forecasts. The reason for this 
is that the appearance of the CPA's name in connection with them 
may give an appearance of dependability that does not exist, and the 
untrained reader may not be able to determine what the C P A intended. 
A further example of the profession's determination to protect 
the public is Rule 11 prohibiting the practice of public accounting by 
a corporation. The reason for this is obvious—one of the characteristics 
of a corporation is limited liability. 
DESIRE TO SERVE 
The second trait expected of a member of a recognized profes-
sion, the desire to serve the public, also means that the interests of 
the client always must be put first. In order to have the confidence 
and respect of the public it must be known that a lawyer will not 
increase his fee by keeping his client perpetually in the law courts, 
that a doctor will not prescribe endless and unnecessary treatments, 
and that a public accountant wil l perform his services with no more 
checking than is necessary! 
A profession should be free of any conduct that appears to put 
the profit motive first. Rule 10 prohibits advertising professional 
attainments or services, since one cannot appropriately advertise that 
one is honest, intelligent, and capable. A recent change in the Rule 
also prohibits the publication of what is known technically as a "card" 
to announce the change of address or personnel of a firm. This is why, 
in the second example at the beginning of this article, the free 
advertising in the bulletin of the non-profit organization is unethical. 
Even though the C P A would not place the advertisement himself, 
he is responsible for the acts of others performed in his name. 
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